





something rather unexpected
has happened at 1BM.

Our people have worked hard
In recent years to reinvent not just
the mechanics of their work, but
the soul of their company. To be
obsessed with customers. First to
market. A revitalized engine of
innovation, growth and profitability.

They thought they were trans-
forming an enterprise. It turns out
their work is part of something
much bigger. Information technology
Is changing every aspect of life.
How we work, learn, and govern
ourselves. How we think about
communication and culture.

How we think.

IBM is at the center of this global
revolution. It’s fueling our growth
and inspiring our people in ways not
seen in a generation. It's happening
all over the world, all over 1BM.
Look inside. It starts here.
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My message this year is unchanged. We will
continue to implement a strategic plan that our
customers, business partners, investors and employees
understand and endorse. We expect to continue
delivering consistent revenue growth — as we now
have for 14 straight quarters. We will continue to
improve the execution of our strategies to produce
marketplace wins, chiefly by strengthening and
leveraging IBM’s unique breadth of people, skills
and technology — assets many of our competitors
are trying furiously to replicate.

IBM’s market valuation — the ultimate measure
of our performance — grew by $23 billion in 1997.
Our stock price surpassed its all-time high and
continued to climb, rising 38 percent over the year.
Since our major restructuring in 1993, our market-
place worth has increased by more than $73 billion.
Last year we split the stock for the first time since 1979.

If you don’t read any further in this annual report,
know that IBM’s comeback is on track and doesn’t
require a major course correction.

But | hope you will read on. A 40,000-foot view
doesn’t really tell the story — where growth will come
from and why, and how we plan to return IBM to
industry leadership.



WHAT DID 1997 TELL US?

it demonstrated that IBM remains on solid
financial ground. For the third straight year,
we reported record revenue — $78.5 billion, up
3 percent. That's 8 percent after you adjust for the
effects of currency shifts.

Our earnings rose to $6.1 billion from $5.9 billion
in 1996 (excluding a charge related to acquisitions in
the first quarter of 1996). Our earnings per common
share increased about 12 percent, to a record $6.18,
from $5.53 in 1996.

We remain committed to maximizing shareholder
value, and to making productive use of our cash.
We increased our investment in the exploration
and development of future technologies, investing
$5.5 billion in 1997 on research and development,
up $300 million from 1996. We invested nearly
$7 billion during the year on capital expenditures
to strengthen existing businesses. We announced
plans to invest $700 million to build one of the
world’s most advanced semiconductor development
facilities. We invested $663 million last year in
the ongoing reengineering of IBM, resulting
in greater manufacturing efficiencies, better
customer service and reduced cycle time. We invested
$700 million to acquire leadership companies like
Unison Software, which strengthens our systems
management business, a majority stake in NetOb-
jects, a leader in website design software, and total
ownership of Advantis, the U.S. data network services
unit of the IBM Global Network.

After all these investments, we still had substan-
tial cash on hand to return to shareholders — directly,
via dividends, and indirectly, via our ongoing stock
buyback program (another $7.1 billion of IBM shares
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in 1997). Notwithstanding these investments in the
company and shareholder return, IBM finished the
year with $7.6 billion in cash.

1997 revealed that there are powerful
growth engines underlying our overall numbers.
This was evident across most of our major businesses:

 Services revenue increased to $19.3 billion,
up 28 percent in constant currency, continuing
an exceptionally strong growth story. Seven years
ago, with revenues of about $4 billion, we were
barely visible in the marketplace. Today, we are
the market leader, and IBM Global Services
has the highest customer satisfaction rating in
the industry. The total value of our services
business already booked for 1998 and years
to come is more than $42 billion, and we are
growing faster than the industry. We continue to
hire aggressively to fuel our growth — 15,000
people joined our services business in 1997.

Software revenue grew 4 percent in constant
currency, and its gross profit margin grew by
2 points. These are modest gains, but the key fact to
note here is that in distributed middleware — the
fastest-growing part of the software industry — we
are growing faster than the industry. Five years ago,
only one out of ten dollars in IBM software rev-
enue was from distributed software; today, it's near-
ly four of ten. Lotus Notes “seats” doubled for the
third straight year, to 20 million. And Tivoli’s sys-
tems management products are growing twice as
fast as those of the industry. We are also making a
strong run at first place in databases, helped by the
success of our new DB2 Universal Database.



financial highlights

(Dollars in millions except per share amounts)

1997
Revenue $ 78,508
Earnings before income taxes $ 9,027
Income taxes $ 2,934
Net earnings $ 6,093
Per share of common stock $ 6.18 *
Per share of common stock - assuming dilution $ 6.01 *
Cash dividends paid on common stock $ 763
Per share of common stock $ 775* *
Investment in plant, rental machines and other property $ 6,793
Average number of common shares outstanding (in millions) 983
Total assets $ 81,499
Net investment in plant, rental machines and other property $ 18,347
Working capital $ 6,911
Total debt $ 26,926
Stockholders’ equity $ 19,816
Number of employees in IBM/wholly owned subsidiaries 269,465
Number of common stock holders 623,537

*Adjusted to reflect a two-for-one split of the common stock effective May 9, 1997

« Hardware grew 4 percent in constant currency.
Again, a closer look reveals important trends. In 1997
we thoroughly reinvigorated our entire server line.
Our new System/390 G4 enterprise servers represent
the complete conversion of our mainframes to
microprocessor technology. Overall, the System/390
line delivered 30 percent growth in shipments of
processing capacity. We introduced Web-enabled
RS/6000s and AS/400 servers. Our new Netfinity PC
server line, which brings our high-end server exper-
tise to bear on smaller-scale needs, has been eagerly
accepted by the market. Of particular note is our
storage business. Despite having invented magnetic
disk storage four decades ago and having pioneered
every significant development since then, IBM had
fallen seriously behind the competition. Today,
our storage business is winning again. Last year,

it gained further momentum by introducing a string
of leadership products and by growing revenue from
hard-disk drives twice as fast as the industry.

e Our success in disk drives highlights another
important story: the growth in sales of IBM tech-
nology and components to other companies, many
of them our competitors. Five years ago, our OEM
revenue was only about $1 billion. In 1997 it was
$5.6 billion, growing at double-digit rates, driven
mainly by OEM sales of disk drives and semicon-
ductors. We're also generating more than $1 billion
annually by licensing IBM patents and other intel-
lectual property to technology companies.

« IBM’s commercial PC operations enjoyed a solid
year, helping our PC business maintain its




market share and grow revenues
by 7 percent in constant currency.
We remained the biggest seller of
“thin client” network computers.
More than 3,000 enterprise cus-
tomers purchased tens of thousands
of IBM Network Stations last year.
The award-winning IBM ThinkPad
continued as the leader in mobile
systems. And we introduced a
new line of Microsoft Windows
NT-based workstations in 1997, the
IBM IntelliStation.

« We continued to expand rapidly
in the world’s emerging markets —
though, like many other global
companies, we are being affected
by the financial turmoil in parts
of Asia. We announced plans to

global network of

research laboratories by establishing

expand our

a new one — our eighth — in India.
In Hungary we pioneered a “utility”
service for small- and medium-size
businesses — selling computing power
and applications via networks in the
same way water and electricity are
sold. We plan to roll it out in other
markets around the world.

we were reminded of the
extraordinary resource we have in
IBM scientists and technologists — a
community of expertise and inventive-
ness no one can match. For the fifth
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straight year, IBM led all companies in
U.S. patents — discoveries that are
building a foundation that will support
the company well into the future.
IBM people are delivering major
technological breakthroughs and getting
them to market faster than ever before.
In 1997 alone:

* Deep Blue — a specially programmed
RS/6000 SP supercomputer —
redefined the way humanity under-
stands its relationship to both
machines and thinking itself. It also
showed the world an IBM energized
by tackling “grand” challenges —
beginning with taking on the
greatest grandmaster
history, and now moving on to
pharmaceuticals, financial modeling
and weather forecasting.

in chess

« Our ViaVoice Gold continuous
speech recognition product brought
an exciting technology to a new level
of user-friendliness. It also poten-
tially opened the world of e-mail
and the Internet to a quarter of the
planet, through Mandarin ViaVoice.

 Lotus’s eSuite, introduced last fall,
is an entirely new approach in
personal productivity applications
that takes advantage of network-
based computing. Written entirely in
Java, eSulite applications, such as word



processor and spreadsheet, flow to
users’ PCs or network computers
over both private networks and
public networks like the Internet.

e IBM’'s breakthrough in copper
microchips promises a significant
increase in the capacity and speed
of semiconductors,
reductions in cost. IBM has more
than 50 issued and pending patents
relating to the use of copper in
chips, and the first devices will
appear this year.

as well as

e We quadrupled the capacity of
hard-disk drives through IBM’s
patented giant magnetoresistive
(GMR) head technology, and pushed
the outer limit of future devices by
achieving a new world record in
storage density — packing more
than 10 billion bits (10 gigabits) per
square inch of disk surface.

we can always do better. Our
consumer PC business underperformed
the market in 1997. And we need to do
a better job of strengthening and
positioning our family of servers, with
particular attention to our AS/400 and
RS/6000 lines. We are tackling these
problems aggressively. We reorganized
our consumer PC business, introduced
new Aptiva offerings in the sub-$1,000
category (products that have been
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selling well), and consolidated AS/400
and RS/6000 manufacturing, marketing
and development to reduce cost and
improve market effectiveness.

1997 reminded us that there will
always be factors beyond our control,
macroeconomic factors that affect our
near-term performance. We saw this in
the striking negative impact of world
currencies and weakness in some
Asian markets. These conditions
continued into the first quarter of
1998, but at this writing we believe they

are short-term effects.

is how
much of our destiny we do control.
Because we are on the right strategic
path, and because the broad changes
that are transforming the global economy
play to IBM’s strengths, things are
increasingly going our way.

It wasn't always like that. Just five
years ago, IBM was on the verge of
scattering its businesses to the four
corners of the information technology
world, to live — or die — within their
own industry sectors. We know now
what a mistake that would have been.

Our unique value proposition to
customers has been — and will continue
to be — precisely our ability to offer
integrated solutions that draw on
resources and strengths across IBM.
Today, with the shift to a networked



world, our customers again need
integrators. They need secure, reliable,
scalable technology — in other words,
IBM-style enterprise computing. And
they need partners who understand how
to apply technology to address basic
business heritage.
I believe IBM’'s comeback is a direct
result of our decision to swim against the
tide, to stay together.

I think that became clear in 1997 —
not just to us, but to the marketplace at
large. Last year, the idea of IBM began
to take hold. Our vision of a networked
world began to be accepted, not as a
corporate slogan, but as an insightful
view of how the world was really changing.
Wall Street, customers, business partners
and industry consultants welcomed
our e-business campaign, which laid out
a compelling vision for our customers —
compelling because it was real. IBM has
led the industry in transforming
businesses into e-businesses, completing
thousands

issues — our

of e-business customer
engagements. And inside the company,
we've been working to transform IBM
itself into the world’s premier e-business.

While 1 haven't talked much in
the past about our work to transform
IBM — choosing instead to focus
my public comments on customer
and industry issues — behind the
scenes we've been reengineering IBM
from top to bottom, with one goal: to
foster a high-performance culture and
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turn IBM into the world’s premier
knowledge management company.

We believe very strongly that the
age-old levers of competition — labor,
capital and land — are being supplemented
by knowledge, and that the most
successful companies in the future
will be those that learn how to exploit
knowledge — knowledge about customer
behavior, markets, economies, technology
— faster and more effectively than their
competitors. They will use knowledge
to adapt quickly — seizing opportunities
and improving products and services,
of course, but just as important, renewing
the way they define themselves, think
and operate.

To support the rapid movement of
ideas and knowledge across IBM,
we're completing a more than $400
million upgrade of our information
technology infrastructure, including
the largest single-company rollout
ever of groupware — to 240,000 Lotus
Notes users. We have created new
compensation and rewards systems
that foster a high-performance culture
based on speed of execution and team-
work. Our knowledge management
work is also paying off in prosaic
areas, such as procurement. Knowing
at all times the status of supply and
demand of purchased goods has
allowed us to leverage our worldwide
volumes and negotiate more effectively,
saving IBM $4.2 billion since 1995.



To become the world’s first truly knowledge-man-
agement-based company, you need great technology,
but you also need lots of smart people. I've already
discussed here some of our world-class technologies.
What follow in this report are examples of the
wonderful creativity of our nearly 270,000 people.

This team’s job, of course, is not finished. We have
one more peak to scale: a return to industry leadership.
To be part of a true revolution is a rare privilege.
For many generations, no such opportunity ever arises.
For us, it has. When we started this journey five
years ago, we focused on what was required to bring
IBM back. We then came to realize that, in doing so,
we were joining in the reinvention of the entire
information technology industry. It's only within the
past couple of years that the full scope of this revolution
has become clear.

The rise of a globally connected world is changing
It's rewriting the basic assumptions of
business, the economy and global society — and the
new text reads like an IBM playbook. If IBM didn’t
exist — if we had disintegrated it five years ago —

everything.

somebody would have to recreate us to lead this new
era. (That’s just what some of our competitors are
trying to do.)

We have a chance to imagine new ways for people
to interact, to govern themselves, to manage their
businesses, to enhance their health, to teach their
children. And we have the resources to do something
about it — to push the technology further and faster
than anyone else, and to turn it into real solutions,
solutions that matter. Our customers and business
partners are looking for someone to lead, and we
intend to do it.

The women and men of the new IBM aren’t daunted
by that prospect. They're fired up by it. And so am |I.

As you may know, I've committed to remain
IBM’s chairman and CEO for at least another five
years. I've done so for two reasons.

First, the job I came here to do isn't complete.
We've proved we could survive, when many had
written us off for dead. We've proved we could grow,
when most believed growth would come only to the
small and fleet. And | believe we're proving IBM is
relevant to the world of the future, when many saw us
as an artifact of the past. Now, our task is to lead.

Second, | could not, frankly, think of anything
else that would be nearly as much fun. If you love
business — and | do — you want to be where the
action is, where the marketplace is most dynamic,
where the issues are the most urgent, where team
creativity is at its most intense. The most important
development in the global economy at the dawn of
the 21st century is going on right now, and IBM is at
its epicenter. This large, resourceful and vitally impor-
tant company is truly coming into its own. Where else
would anyone want to be?

I want to recognize one of our directors, who is retiring
this year. Harold Brown has had an extraordinary
association with IBM. He was a member of the Board
from 1972 to 1977. After serving as U.S. Secretary of
Defense, he rejoined the Board in 1981. | would like
to thank Dr. Brown for his many years of support and
service to our company, and express my personal
gratitude for helping me during my transition into IBM.

.






of course the world Is changing.
It never stops.

The technology.

The pace.

The players.

what’s far more interesting is
what Incites change.

Every revolution,

Every school of philosophy,
Every movement worth joining,
Every defining enterprise

starts the same way.

Not with the grand or distant,
but with something near and personal.
It starts the same way. Every time.

itstartshere.
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In 1997, IBM UNVEILED

CONTINUOUS SPEECH RECOGNITION FOR MANDARIN
— a breakthrough from researchers in the Beijing
research laboratory we opened in 1995. Letting Chi-
nese-speaking people interact with a computer in the
most natural way imaginable — by talking to it — our
ViaVoice software extends the power of information
technology to the world’s most populous country, with-
out asking its people to shoehorn their language and its
6,700 written characters onto a Western-style keyboard.
As IBM expands in the world’s emerging markets —
China, Central and Eastern Europe, India, the nations of
Southeast Asia — we of course hire locally and make
local investments. But more important, we help an
economy mature. We transfer skills — through long-
term relationships with governments, alliances with
universities and joint ventures with local businesses.
And we create technologies like ViaVoice that reflect
the needs of people and their local culture. It’s the
difference between being in a market, and of a market.






Dusiness

aS A RULE, WE DON'T LIKE
TO INJECT JARGON INTO THE LANGUAGE OF INFOR-
MATION TECHNOLOGY. But in 1997 we indulged our-
selves. We coined the phrase “e-business” to talk
about the value our customers derive from networked
computing, to describe how they are reinventing their
business models around networked transactions of
every kind — among employees, with suppliers, with
trading partners, and of course, with customers.
We've also found that e-business is a powerful,
unifying message for IBM itself. As a customer makes
its website the front door to the enterprise, the action
shifts to powerful servers — the kind of industrial-
strength computing systems IBM has built for decades.
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With millions of potential customers coming through
that cyber front door, our customers need heavy-duty
transaction and database software — another of our
strong suits. To plan their e-business strategy, they
need expert assistance up front — the kind of solutions
consulting we specialize in. And to implement their
strategy fast and cost-effectively, they demand a range
of services — like those from IBM Global Services, the
world’s leading information technology services provider.
We completed thousands of e-business engagements
last year, and we expect the number of our customers
doing e-business will double in 1998.



Left to right:

Top row: Samir Arora, CEO, NetObjects; Keith McCall, Lotus Domino applications, and
Doug Wilson, Lotus eSuite development; Jim Pertzborn, AS/400 development; Syd Jones, corporate advertising.
Middle row: Jennifer Kilian, e-business website; Oly Jimenez-Losada, e-business services;
Sandesh Bhat and Maria Arbusto, e-business intranet.
Bottom row: Deborah Drakeford, Netfinity servers, and Ed Merenda, RS/6000 network computing integration

and consulting; Dave Tryon, System/390 network computing, and Forrest Snowden, secure electronic transactions (SET).
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DY KRISHNA KISHORE; AUSTIN, TX (US) US5699502 - SYSTEM A‘ METHOD FOR MANAGING COMBITEREBYSTEM FAULTS - SWANBERG RANDAL CRAIG; ROU ROCK, TX (US) WILLIAMS MICHAEL STEPHEN; AUSTIN, TX (US) US5

PLEASANT VALLEY, NY (US) PERSHING JOHN ARTHUR JR; BUCH TUAR PROBERIY PIRRCY THROUGH INDIVIDUALIZATION - CHOW CHEE-SENG; BRIARCLIFF
LLY G REREATED SHAPESIFOR DATA COMPACTION - CHUNG VIRGINIA M; PLEASANT VALLEY, N
R INSP! SERRTE HE B, NBOIM MICHAEL; BOCA RATON, FL (US) BAUMGART PETER MICHAEI

Ol

Us, )

PETER; AUSTIN, TX (US) SINGH RAJINDER PAUL; AUSTIN, TX (US) lS5688266

TANAIK SURYA; SAN JOSE, CA (US) SIMMONS RANDALL GEORGE

BOYNTON BEACH, FL (US) LU HUIZONG; COCONUT CREEK, FL (U TABERI ALI REZA; BOCA RATON, FL (US) TAM ANDREW CHING; SARATOG
LOCAL PARITY - WIDMER ALBERT X; KATONAH, NY (US) US5696985 - VIDEO PROCESSOR - CRUMP DWAYNE T; APEX, NC (US) PANCOAST STEVE T, RALEIGH, NC (US) US5696974 - METHODS TO SUPPORT MULTIMETHOD FUNCTION O\
PORTING MULTIMETHOD FUNCTION OVERLOADING WITH COMPILE-TIME TYPE CHECKING AND RUN-TIME DISPATCH - AGRAWAL RAKESH; SAN JOSE, CA (US) DEMICHIEL LINDA GAIL; LOS ALTOS, CA (US) LINDSAY BRUCE GILBERT; S
MONTE SERENO, CA (US) IYER BALAKRISHNA R; SAN JOSE, CA (US) US5696947 - TWO DIMENSIONAL FRAME BUFFER MEMORY INTERFACE SYSTEM AND METHOD OF OPERATION THEREOF - JOHNS CHARLES R; AUSTIN, TX (US) RC
METHOD OF MANAGING MARKER ENTITIES WITHIN A DOCUMENT DATA STREAM - BARKER BARBARA A; ROUND ROCK, TX (US) EDEL THOMAS R; AUSTIN, TX (US) STARK JEFFREY A; GRAPEVINE, TX (US) US5696905 - SYSTEM AND |
GRAM PRODUCT FOR GROUP LEADER RECOVERY IN A DISTRIBUTED COMPUTING ENVIRONMENT - BADOVINATZ PETER RICHARD; KINGSTON, NY (US) CHANDRA TUSHAR DEEPAK; ELMSFORD, NY (US) KIRBY ORVALLE THEODORE; PL
- HEKMATPOUR AMIR; BURLINGTON, VT (US) US5696879 - METHOD AND APPARATUS FOR IMPROVED VOICE TRANSMISSION - CLINE TROY LEE; CEDAR PARK, TX (US) ISENSEE SCOTT HARLAN; GEORGETOWN, TX (US) PARKE FREDEI
ING DESIRED ACCURACY - KOVACS LINDA ANNE; MAINE, NY (US) US5696709 - PROGRAM CONTROLLED ROUNDING MODES - SMITH RONALD MORTON SR; WAPPINGERS FALLS, NY (US) US5696656 - HIGHLY SENSITIVE ORTHOGON,
GLAS JOHNSON; FREMONT, CA (US) US5696654 - DUAL ELEMENT MAGNETORESISTIVE SENSOR WITH ANTIPARALLEL MAGNETIZATION DIRECTIONS FOR MAGNETIC STATE STABILITY - GILL HARDAYAL SINGH; PORTOLA VALLEY, CA (L
OWATONNA, MN (US) US5696643 - DISK DRIVE APPARATUS AND READ ERROR RECOVERY METHOD IN A DISK DRIVE APPARATUS - HARAKO FUJIO; FUJISAWA (JP) NAKAJIMA MICHIO; SAGAMIHARA (JP) OGASAWARA KENJI; FUJISAW
SELKER EDWIN JOSEPH; PALO ALTO, CA (US) US5696030 - INTEGRATED CIRCUIT CONTACTS HAVING IMPROVED ELECTROMIGRATION CHARACTERISTICS AND FABRICATION METHODS THEREFOR - CRONIN JOHN EDWARD; MILTON,
TIN FRANK JOHN; NORTH KELVINSIDE (GB) US5695500 - SYSTEM FOR MANIPULATING MOVEMENT OF A SURGICAL INSTRUMENT WITH COMPUTER CONTROLLED BRAKE - KIM YONG-YIL; SEOUL (KR) TAYLOR RUSSELL HIGHSMITH; OS
MO (US) EASTON JANET RHEA; WOODSTOCK, NY (US) FARRELL MARK STEVEN; PLEASANT VALLEY, NY (US) WEBB CHARLES FRANKLIN; POUGHKEEPSIE, NY (US) US5694616 - METHOD AND SYSTEM FOR PRIORITIZATION OF EMAIL |
TIMED INTERFACE FOR A NETWORK OF COMPUTER PROCESSORS INTERCONNECTED IN PARALLEL - CAPOWSKI ROBERT STANLEY; VERBANK, NY (US) CASPER DANIEL FRANCIS; POUGHKEEPSIE, NY (US) DESNOYERS CHRISTINE MAF
- METHOD AND SYSTEM FOR OPTIMIZING ACCESS TO A DATASTORE - CANTIN GUYLAINE; TORONTO (CA) COPELAND GEORGE P; AUSTIN, TX (US) GHEITH AHMED M; ROUND ROCK, TX (US) SESSIONS ROGER H; AUSTIN, TX (US) US
INSTRUCTIONS FOR TEST PSW VALIDITY, LOAD WITH ACCESS TEST, AND CHARACTER TRANSLATION ASSIST - CHECK MARK ANTHONY; HOPEWELL JUNCTION, NY (US) FARRELL MARK STEVEN; PLEASANT VALLEY, NY (US) LIPTAY J
ROBERT; APEX, NC (US) NUECHTERLEIN DAVID WILLIAM; DURHAM, NC (US) US5694583 - BIOS EMULATION PARAMETER PRESERVATION ACROSS COMPUTER BOOTSTRAPPING - DART CHARLES R II; BOCA RATON, FL (US) MERKIN S
NOBUYUKI; SENDAI (JP) SHIMIZU SHIGENORI; KAWASAKI (JP) US5694573 - SHARED L2 SUPPORT FOR INCLUSION PROPERTY IN SPLIT L1 DATA AND INSTRUCTION CACHES - CHEONG HOICHI; TRAVIS COUNTY, TX (US) HICKS DWAIN
CAMERON; TUCSON, AZ (US) CANDELARIA SUSAN KAY; TUCSON, AZ (US) CORD JOEL HARVEY; TUCSON, AZ (US) HARTUNG MICHAEL HOWARD; TUCSON, AZ (US) HYDE JOSEPH SMITH; TUCSON, AZ (US) MCCAULEY JOHN NORBERT JI
- KAHLE JAMES A; AUSTIN, TX (US) LOPER ALBERT J; CEDAR PARK, TX (US) MALLICK SOUMMYA; AUSTIN, TX (US) OGDEN AUBREY D; ROUND ROCK, TX (US) US5694556 - DATA PROCESSING SYSTEM INCLUDING BUFFERING MECHA
ING MULTIMEDIA QUALITY OF SERVICE SESSIONS IN A COMMUNICATIONS NETWORK - BAUGHER MARK JOHN; AUSTIN, TX (US) VAN HORN ISABEL BERDEEN; AUSTIN, TX (US) US5694443 - APPARATUS FOR COUNTING ELECTRONIC Ct
M; ROCHESTER, MN (US) ZELINSKI MICHAEL J; ROCHESTER, MN (US) US5694407 - METHOD AND AN APPARATUS FOR MODIFYING A FCS - GLAISE RENE; NICE (FR) US5694400 - CHECKING DATA INTEGRITY IN BUFFERED DATA TRAN
GEN (DE) US5694362 - METHOD AND APPARATUS FOR HIGH SPEED COMPARISON - LATTIMORE GEORGE MCNEIL; AUSTIN, TX (US) LEASURE TERRY LEE; GEORGETOWN, TX (US) ZHANG KEVIN XIAOQIANG; AUSTIN, TX (US) US569434
MICHAEL PATRICK; ENDICOTT, NY (US) US5694310 - THREE PHASE INPUT BOOST CONVERTER - MALIK RANDHIR SINGH; COLCHESTER, VT (US) WUNDERLICH RONNIE ARNO; ENDICOTT, NY (US) US5694170 - VIDEO COMPRESSION Ut
SHIRE (GB) KNOX ANDREW; KILBIRNIE (GB) US5694123 - KEYBOARD WITH INTEGRATED POINTING DEVICE AND CLICK BUTTONS WITH LOCK DOWN FOR DRAG OPERATION IN A COMPUTER SYSTEM WITH A GRAPHICAL USER INTERF/
- FERRAIOLO FRANK D; ESSEX JUNCTION, VT (US) GERSBACH JOHN E; BURLINGTON, VT (US) HAYASHI MASAYUKI; WILLISTON, VT (US) MASENAS CHARLES J JR; ESSEX JUNCTION, VT (US) NOVOF ILYA I; ESSEX JUNCTION, VT (US) U
MASENAS CHARLES J JR; ESSEX JUNCTION, VT (US) US5693928 - METHOD FOR PRODUCING A DIFFUSION BARRIER AND POLYMERIC ARTICLE HAVING A DIFFUSION BARRIER - EGITTO FRANK DANIEL; BINGHAMTON, NY (US) MATIEN
(US) US5692218 - SYSTEM FOR TRANSFERRING DATA BETWEEN INPUT/OUTPUT DEVICES HAVING SEPARATE ADDRESS SPACES IN ACCORDANCE WITH INITIALIZING INFORMATION IN ADDRESS PACKAGES (METHOD IN A DATA PROC
FLICT RESOLUTION APPARATUS - MEANEY PATRICK J; POUGHKEEPSIE, NY (US) SEIGLER ADRIAN E; POUGHKEEPSIE, NY (US) US5692207 - DIGITAL SIGNAL PROCESSING SYSTEM WITH DUAL MEMORY STRUCTURES FOR PERFORMI
BEACH, FL (US) US5692205 - METHOD AND SYSTEM FOR INTEGRATION OF MULTIMEDIA PRESENTATIONS WITHIN AN OBJECT ORIENTED USER INTERFACE (METHOD WITHIN A DATA PROCESSING SYSTEM) - BERRY RICHARD E; GEOF
JR; WEST PALM BEACH, FL (US) US5692195 - PARENT CLASS SHADOWING (COMPUTER PROGRAM PRODUCT) - CONNER MIKE HADEN; AUSTIN, TX (US) MARTIN ANDREW RICHARD; AUSTIN, TX (US) RAPER LARRY KEITH; AUSTIN, TX (
- BIOS EMULATION OF A HARD FILE IMAGE AS A DISKETTE (DATA PROCESSING SYSTEM) - WILLIAMS DONALD D; BOCA RATON, FL (US) US5692182 - BUFFERPOOL COHERENCY FOR IDENTIFYING AND RETRIEVING VERSIONS OF WORI
ALLEN; SAN JOSE, CA (US) US5692180 - OBJECT-ORIENTED CELL DIRECTORY DATABASE FOR A DISTRIBUTED COMPUTING ENVIRONMENT - LEE HENRY; AUSTIN, TX (US) US5692174 - QUERY PARALLELISM IN A SHARED DATA DBMS

BY NOW, IT'S BECOME SOMEWHAT PREDICTABLE.
The U.S. Patent Office announces the company that
received the most new patent awards, and IBM’s tech-
nical community takes a bow. In 1997, it happened again
— for the fifth straight year. These pages contain some
of the names of the technologies and the technologists
behind some of our patent awards in 1997. (We received
1,724 of them, so we have had to use small print.) But
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this roster isn’t a monument to irrelevant brilliance.
We understand that capitalizing on our intellectual
property is as important as creating it, and we do that in
several ways. Fully one-third of last year’s patented
technologies have already been incorporated into IBM
products. We also enter into cross-patent agreements
that give us access to additional technologies and
strengthen our total solutions capability. Finally,
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JoAnn Kealy Crockatt senior attorney, Intellectual Property Law
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Left to right: Bijan Davari, Cyprian Uzoh, Lisa Su, John Heidenreich members of the copper chip team



PART OF THE FUN IN THE
INFORMATION TECHNOLOGY INDUSTRY IS WAITING
FOR THE NEXT METEOR — the hot startup that rockets
from obscurity behind a new piece of hardware or
some hot software. They’re fun to watch, and you can
sometimes observe their entire life cycle before the
seasons change. It takes a bit more patience to track
solutions to the industry’s biggest challenges — in
artificial intelligence, materials science, mathematics,
complex algorithms for language recognition. These
are challenges only the deepest, most committed,
talented and, yes, stubborn teams take on.

For nearly 30 years, the entire semiconductor
industry looked for ways to gain the perfor-
mance advantages of using copper (which conducts
electricity 40 percent faster than aluminum) in

Hundreds of PowerPC microprocessors
are etched into this silicon wafer, which
incorporates IBM’s patented copper
circuitry technology.

the tiny, tiny wires inside computer microchips.
Last fall, IBM scientists won the race — if a genera-
tion-long journey can be called that. Perhaps just
as astounding was our schedule to bring copper
chips from the lab into production and to the
market by this summer.

With this breakthrough, semiconductor devices
like microprocessors and memory chips can be made
more powerful, less expensive, smaller and more
energy efficient.

Only a handful of companies have the staying
power to lay siege to challenges like this one. Only
one could turn the solution into overnight success.
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LIKE MOST STUNNING TECHNOLOGICAL FEATS,
OUR SUCCESS IN HARD-DISK DRIVES BEGINS WITH
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- ementation drives Igrowing part of

the information technology industry, and not
h % coincidentally, it's our fastest-growing business.
It describes a way of working with customers that’s
enduring s 'E;'th of IBM. In a wo ice.
ing from computer installati ting to
rk of command centers like thiS"Oﬁel, where
we monitor ance across scores of customer
ead off problems before anyone
knows about them.
:’ IBM Global Services is now a $19 billion franchise
= — one that’s grown in double digits every quarter for
five straight years. In 1997 alone, we hired
15,000 people for this business. And as we enjoy
this explosive growth, we also take pride in the
fact that our customers rate the.quality of our

service the best in the indust_r
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(far left)

ThinkPad companion. With detach-
able stereo speakers this light-
weight, portable CD-ROM drive
supports multimedia computing and
plays stereo audio discs.

There’s more going on here than black paint and
rounded edges. Microchips are becoming so inexpen-
sive they can be embedded in virtually everything — so
common, some people call them “jelly beans.” We'll
cook with this “embedded intelligence.” We’'ll wear it,
drive it (and drive over it), talk to it, sleep on it. All man-
ner of consumer items will join the web of interconnect-
ed computing devices — but soon, no one will sit down
at “the computer” anymore. Won’t that be wonderful?

(left)

Personal electronic newspapers.
This concept network device allows
you to receive customized news,
e-mail and other content from the
Net loaded into lightweight tablets —
one for each person in your house-
hold. Update content and recharge
batteries by placing the tablets back
in the docking station.

(right)

Portable Digital Video. From our
design lab in Japan comes a concept
for a portable entertainment center
based on Digital Video Disk (DVD)
technology. Two stereo speakers
swing away to reveal an LCD screen,
and the two top “antennae” are
removable microphones, for those
impromptu karaoke sessions.

(right below)

Two-in-one. This prototype integrates
a network computer with a flat panel
display — a full-function desktop
system that relies on the Net for appli-
cations and processing power.
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It starts small.
At home. With the little 4-year-old wonder you see
here — Sara Crayne-Dedrick.

While Susan’s passion starts with something
very personal and private, it encompasses the entire
world of children. Susan and more than a dozen
fellow IBM researchers develop technologies as part
of an IBM grant program called Reinventing Educa-
tion. The $35 million is dedicated
to helping children reach world-class academic
standards through innovative technology solutions.

IBM’s work in education is one emblem of a
powerful intangible that attracts good people to our
company — a sense of social responsibility, the desire
to work for a company with the resources and the
will to make the world a better place.

In a region of South Africa labeled an “educa-
tional disaster area” in 1996 by Deputy President
Thabo Mbeki, IBM Reinventing Education grants
helped equip schools and train teachers on how tech-
nology can help them develop innovative curricula.
So far, 237 teachers have trained there, improving
educational opportunities for some 6,300 students.
Nine hundred IBM PCs are in use in the schools —
and after hours they’re available for adult education
and to small business owners. We've launched simi-
lar Reinventing Education initiatives in Brazil and
will start others like it in Ireland, India and Vietnam.

In 1997, IBM gave more than $100 million
to programs for people in need, including corporate
contributions and donations from the IBM Interna-
tional employees
gave another $30 million in matching grants

initiative

Foundation. Individual

and donations to nonprofit organizations and
educational institutions in the communities where
we work and raise our families. Each year IBM
provides several million dollars’ worth of new
technology to more than 1,600 U.S. nonprofit health
and human services organizations through the Unit-
ed Way’s network of agencies. We also gave
of ourselves. IBM employees volunteered nearly
4 million hours of service.

IBM grants are allowing millions of people to
enjoy the treasures of the State Hermitage Museum
in St. Petersburg and the Vatican Library, where
priceless but perishable collections are being preserved
through the power of information technology.
In Peru, a partnership with the Pontifical Catholic
University developed a computer-aided reconstruction
system to restore ancient Moche figures on the
ceiling of an aging temple.

We’re a company committed to a culture of
inclusion, a workforce as diverse as the cultures,
perspectives and human characteristics in the more
than 160 countries where we do business.
Our longstanding commitment to workforce
diversity was recognized recently in a ceremony at
the U.S. White House, when IBM received the first
annual Ron Brown Award for Corporate Leadership.

Of course, IBM exists to deliver solid financial
results, and healthy returns to our investors. But it’s
not all we do, or all we are. In a world too frequently
beset by intolerance, fear, hunger and illiteracy, some
of us are in a position to help. We count ourselves
among the fortunate — not only able to help, but
having the responsibility and the desire to help.

left: Sara Crayne-Dedrick daughter of IBM researcher Susan Crayne
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January 9

IBM launches a free U.S. Patent
Search website (www.ibm.com/patents)
that provides access to more than

2 million patents issued by the U.S.
Patent and Trademark Office from
1974 to present.

IBM’s stock price
closes at $76.62
(split-adjusted)
the first business
day of 1997

IBM U.S. Patents

1,867

1,383
1,298

1,085

93 94 95 96
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March 18

IBM introduces IntelliStation, a

line of Microsoft Windows NT-based
workstations for commercial users.
The new family complements IBM’s
RS/6000 line of UNIX workstations

and servers.

March 19

IBM announces its intent to
purchase a majority interest

in NetObjects, the Silicon Valley-
based company that developed
the award-winning NetObjects
Fusion software for designing
and building websites.

April 29

IBM’s Board of Directors approves
a quarterly dividend increase of 14
percent and the repurchase of $3.5
billion in shares.

marzio

IBM announces Magic 3D
Coloring Book, the first in a
series of award-winning Crayola
interactive multimedia products
that inspire creativity and
learning among young children.

May 8

IBM announces plans to become
sole proprietor of Advantis — the
U.S. data network services arm of
the IBM Global Network, one of the
world’s largest data networks —
by buying Sears’ 30 percent equity
interest for $450 million.

May 9

IBM's common stock splits, entitling
each shareholder to receive one
additional share for each share held.

May 13

IBM’s stock price reaches 177 1/8
(pre-split), passing the previous
all-time intraday high of 176 1/8
on August 20, 1987.




May 19

The Space Shuttle carries 11 IBM
ThinkPads into orbit. Combined, the
ThinkPads can process more than
half a billion instructions per second.

June 16

Three IBM scientists —
Robert Dennard, Mark Dean and
Dennis Moeller — are inducted into

the National Inventors Hall of Fame,
joining the ranks of Thomas Edison,

Henry Ford, Louis Pasteur and IBM
Nobel laureates Heinrich Rohrer

and Gerd Binnig. To date, only 137
individuals have been so honored.

junes

June 24

IBM receives the Golden Ladder
Award from We magazine for being
the “No.1 Employer in America for
People with Disabilities.”

|
July 22

IBM announces a $25 million
investment to establish a research
center — its eighth in the world —

in Delhi, India. The center will focus
initially on weather forecasting,
e-business and distance learning,
and will foster joint research projects
with India’s leading universities.

August 14

A survey by the National Society
of Black Engineers finds IBM the
employer most preferred.

August 18

IBM introduces the AS/400e —

a new series of AS/400 servers
optimized to help customers take
advantage of business opportunities
on the Internet. The AS/400e can
run Java and Microsoft Windows NT
applications, provide Internet
security, and support thousands of
Lotus Domino users while running
other applications.

September 4

IBM introduces ViaVoice continuous
speech recognition technology for
Mandarin Chinese. In developing the
product, researchers identified and
classified thousands of vocal tones
and homonyms, created an algorithm
that deconstructs syllables into parts,
and developed a new language model
to transform spoken words into the
right combination drawn from 6,700
Chinese characters.

IBM completes one of the most
important product transitions in
the company’s history with the
debut of a new generation of Sys-
tem/390 servers, all powered by
advanced microprocessors.

The microprocessor “engines”
help make the S/390 Parallel
Enterprise Server -Generation 4
more powerful and less costly to
produce and maintain than previ-
ous models, which used bipolar
processor technology.

julya

NASA’s Pathfinder, equipped

with IBM RS/6000 technology for
its onboard flight computer, lands
on Mars. The flight computer is
responsible for more than 100 pyro
(explosive) events, including
deploying the parachutes, inflating
the airbags, and firing the retro
rockets that allow Pathfinder to
land safely on Mars.

julyzs

IBM, Telstra and Lend Lease Cor-
poration form an information tech-
nology and communications
alliance, signing Australia’s largest
information technology outsourcing
deal and establishing a new network
services company called Advantra.
As part of the agreement, 1IBM
Global Services Australia will take
responsibility for Telstra’s data cen-
ter operations, creating the largest
data processing center in the South-

ern Hemisphere.

Annual Worldwide
S/390 Capacity
Shipments

93 94 95 96 97 33



September 10

The U.S. Environmental Protection
Agency recognizes IBM for out-
standing contributions in protecting
the earth’s ozone layer. Since 1993,
IBM has completely eliminated the
annual use of more than 12 million
pounds of CFCs and 3 million
pounds of methyl chloroform from
its products and processes.

September 15

IBM’s Tivoli Systems subsidiary
announces plans to acquire Unison
Software, Inc., a leading developer of
workload management software for
distributed computing environments.

September 22 \

IBM scientists announce a break-
through semiconductor manufacturing
process that uses copper instead of
aluminum to link transistors in chips,
the culmination of 30 years of exper-
imentation and inquiry. With copper,
which conducts electricity 40 per-
cent more efficiently than aluminum,
semiconductor devices like micro-
processors and memory chips can
be more powerful, smaller and more
energy efficient.

September 26

IBM begins shipments of DB2 Uni-
versal Database, the industry’s

first fully scalable, Web-ready data-
base management system. Called
universal because it can store and
query alphanumeric data — as well
as text documents, images, audio,
video and other complex objects —
it can perform a wide range of tasks
from decision support to business
transactions. It can also run the
same software across desktops,
workgroups and enterprises.

September 30

IBM's Edmark educational software
subsidiary ships Let's Go Read! An
Island Adventure, the first in a new
series to help children build reading
skills.

September 30

Lotus Domino becomes available for
System/390 mainframe servers, pro-
viding the industry’s leading group-
ware solution on the industry’s most
powerful and secure server.

October 7

IBM launches worldwide e-business
marketing campaign — covering
television, print and direct marketing.
“e-business” describes for customers
IBM’s view of the value and benefits
of a networked world.

October 13

IBM’s Tokyo Research Laboratory
unveils software that reads aloud
information displayed on the
computer screen. The software
allows the visually impaired to
access and use the Internet.

October 13

IBM expands its Business Comput-
ing Utility service offering

to Prague. First established in
Budapest, this unique e-business
service gives small- and medium-
sized businesses access to business
management applications running
on IBM servers at IBM data centers,
24 hours a day, seven days a week.

Sep1s

IBM unveils the ScrollPoint mouse
— the latest ease-of-use innovation
for PC users. It supports one-touch,
360-degree scrolling for easy Inter-
net surfing and document
navigation.

Sepis
Sep22

IBM introduces Netfinity,

a new line of Intel-processor-
based servers supporting the
Microsoft Windows NT computing
environment. Netfinity servers
range from entry-level models
to high-capacity symmetric
multiprocessing machines,

and all come with integrated
IBM service and support.
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October 23

IBM provides $10 million in new
Reinventing Education grants to
12 U.S. school districts and state
education departments, bringing
the total to $35 million since the
program was established in
1994. Each grant recipient will
work closely with IBM to provide

November 17

IBM announces plans to invest
$700 million to build one of the
world’s most advanced microchip
development facilities at IBM’s site
in East Fishkill, New York. The facility
will be among the first to produce
chips on 12-inch silicon wafers,

and will use IBM’s unique copper
manufacturing process and advanced
X-ray lithography technology.

November 24

December 19

IBM’s Tivoli Systems subsidiary
announces plans to acquire Soft-
ware Artistry, Inc., a leading provider
of consolidated service desk and
customer relationship management
software.

December 22

Daiwa Bank and IBM Japan agree
to establish a joint venture that will
offer information technology services
to financial institutions. It will be the
largest such outsourcing deal in
Japan, and one of the largest in the
worldwide financial industry.

IBM’s stock price
closes at $104.63
on the last business
day of 1997.

December 30

IBM Research sets a new
world record for disk drive
storage density — 10 gigabits
per square inch, equivalent to
1,450 average-length novels.

better instructional tools in math,
science and reading, increase
parental involvement and
improve the flow of information
among home, school and teachers
with the help of technology.

IBM ships Network Station Series
1000, the industry’s first network
computer to run Java applications,
including Lotus’ eSuite.

ogstartshere
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With the introduction of eSuite,
Lotus becomes the first company
to offer a complete set of business
productivity software written in
Java for the network computing
environment. Included in eSuite
are e-mail, calendar, address book,
word processing, spreadsheet,
presentation graphics and project
scheduling applications. Unlike
traditional productivity software,
the bulk of eSuite’s software code
resides and executes on servers in
a network, instead of on an
individual PC.

NOV1o

IBM announces the world’s highest-
capacity desktop PC disk drive. The
16.8-gigabyte drive incorporates break-
through technology called giant
magnetoresistive (GMR) heads. No
bigger than the head of a pin, the GMR
head is the world’s most sensitive
sensor for reading and writing computer
data on magnetic disks.

Magnetic Hard-Disk Drive
Industry Price per Megabyte Evolution
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IBM ships 4 million Notes seats

in the fourth quarter of 1997 —
the largest quarter ever of unit
volumes for Notes. Total installed
base reaches 20 million, up from
2.2 million when Lotus joined IBM
in 1995.

Worldwide Lotus
Notes Seats
(IN MILLIONS) 20.0
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